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HOW SHOULD THE MANAGING PARTNER MANAGE?
Last year, our editorial advisors gave their views on an
arrangement whereby a six-partner firm was managed
by a committee of all the partners. The consensus was
that this method resulted in an enormous waste of
energy and resources, and that it would be better if the
firm elected one person to assume the management
responsibility. (See “Questions for the Speaker: Should
all partners manage the firm?”) in the January 1994
Practicing CPA).
When a firm is managed by one partner, the arrange
ment can give rise to the type of question asked by
another practitioner, “Should the managing partner
run the firm as he or she thinks best, or reach consen
sus with the other partners?”
Jeff Condon, a Wheat Ridge, Colorado, practitioner,
believes the managing partner should definitely seek
input from the other partners, but should make the
final decision. If the managing partner always waits for
partnership consensus, Mr. Condon says, nothing is
likely to happen. In this respect, he believes the man
aging partner is running the firm the way he or she
thinks best. A managing partner who makes too many
wrong decisions, though, should be replaced.
W. Thomas Cooper, who practices in Louisville,
Kentucky, says the managing partner should make
decisions that are in the best interest of the firm and
meet its long-range objectives. He thinks the managing
partner should be aware of issues that may be con
tentious and seek the opinions and thoughts of the var
ious partners in those instances.
Robert L. Israeloff, a Valley Stream, New York, CPA,
says that a managing partner who runs the firm with
out the backing of the other partners will soon be an ex
managing partner. Mr. Israeloff thinks a consensus has
to be reached on major issues, such as policy matters,
so that when the managing partner makes daily deci
sions, they are within the parameters of what he or she
believes the other partners will accept. The managing

partner cannot be second guessed on every decision, he
says, but also cannot pursue personal policies knowing
that the philosophy of the majority differs.
Abram J. Serotta, an Augusta, Georgia, practitioner,
believes a managing partner should operate as a presi
dent of a company with a board of directors. “In our
firm,” he says, “we operate as a democracy, with a dic
tator in charge of enforcing policy.”
Mr. Serotta says it is the managing partner’s job to
enforce the policy and procedures outlined by the part
ners. That policy is reached by consensus. He says that
under no circumstances should the managing partner
run the firm as he or she thinks best.
Wanda L. Lorenz, a Dallas, Texas, CPA, says, “We
have an executive committee, chaired by the managing
partner, to run our firm. A majority of the firm’s pro
posed actions are discussed at the executive committee’s
meetings and, if consensus is reached, the proposed
activity is recommended to the full partnership for its
vote. If consensus is not reached in committee, the pro
posed action is usually shelved at that stage.” □
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Coaching Will Improve Staffs
Marketing Skills
Many partners would like to believe that staff mem
bers, who have often received little marketing and
sales training thus far in their careers, will start
bringing in new business the day they are made
partner. That is wishful thinking.
If you really want to foster a culture in which sell
ing is "just part of the job,” you must begin the
indoctrination the day staff join the firm. Usually,
the best way to do this is through on-the-job coach
ing in marketing techniques.
You can start the tutoring by holding one-to-one
sessions with staff members to learn about their
interpersonal skills. You need to find out in which
areas someone is weak and to create ways for the
individual to hone his or her skills.
Suppose, for example, you discover that several
staff members need to improve their telephone com
munication techniques. Have them gather around
one telephone and ask each person to call several
prospects to schedule appointments. When each call
is completed, discuss the conversation in terms of
what went right with it and what went wrong if the
staff member was unable to schedule an appoint
ment with a prospect. Staff may be intimidated by
this at first, but will become more confident—and
skilled in communication—with practice.
The next step is to ask staff members to assist in
presentations to current clients. This will allow
them to learn how to demonstrate the firm’s capa
bilities and to practice their own presentation skills
in a familiar environment.
Finally, take individual staff members with you
on business development visits to referral sources
and prospective clients. Let them gradually play a
more important role in the sales effort. And don’t
worry about the effect of any "failures” on staff.
With proper coaching, staff will learn as much
from your unsuccessful presentations as they will
from successful ones.

The AICPA Library Is Moving
The AICPA library services division is relocating
in late August to the Institute’s office in the
Harborside Financial Center, Jersey City, New
Jersey. The members’ reading room will close
on August 14th and reopen in Harborside on
September 5th.
The library’s toll-free telephone number,
(800) 862-4272, menu # 7, is unchanged.

The AICPA’s Executive Education
Program
If you would like to learn some strategies for
success in today’s business world, consider
enrolling in the AICPA’s Executive Education
Program. Each two-and-one-half-day course in
the program is developed by the University of
Texas at Austin Graduate School of Business
under the direction of the AICPA management
of an accounting practice (MAP) committee
specifically for CPA professionals. Participants
may join the program at any time.
The Fall 1995 course, “Organization Manage
ment,” includes sessions on
□ TQM in the service organization.
□ Methods for increasing creative thinking.
□ Using information systems to add business
value.
□ Economic update: Focus on current issues.
The Spring 1996 course, “Leadership Skills
for the Future,” includes sessions on
□ Developing a personal life strategy.
□ The manager as an agent of change.
□ Evolving characteristics of a leader.
□ The importance of culture in managing
change.
The courses are held on the University’s campus
and are taught by instructors from its Graduate
School of Business. For more information, con
tact Laura Inge at the Institute, (800) CPA-FIRM.

(continued on page 8)
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Highlights of Recent Pronouncements
FASB Statements of Financial Accounting
Standards
No. 122 (May 1995), Accounting for Mortgage
Servicing Rights
□ Amends FASB Statement no. 65, Accounting for
Certain Mortgage Banking Activities, to require
that a mortgage banking enterprise recognize as
separate assets rights to service mortgage loans
for others, however those servicing rights are
acquired.
□ Requires that a mortgage banking enterprise
assess its capitalized mortgage servicing rights
for impairment based on the fair value of those
rights.
□ Applies prospectively in fiscal years beginning
after December 15, 1995, to transactions in
which a mortgage banking enterprise sells or
securitizes mortgage loans with servicing rights
retained and to impairment evaluations of all
amounts capitalized as mortgage servicing
rights, including those purchased before the
adoption of this Statement. Earlier application is
encouraged.

No. 121 (March 1995), Accounting for the
Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of
□ Establishes accounting standards for the
impairment of long-lived assets, certain identi
fiable intangibles, and goodwill related to those
assets to be held and used and for long-lived
assets and certain identifiable intangibles to be
disposed of.
□ Requires that:
1) Long-lived assets and certain identifiable
intangibles to be held and used by an entity
be reviewed for impairment whenever events
or changes in circumstances indicate that the
carrying amount of an asset may not be
recoverable;
2) Long-lived assets and certain identifiable
intangibles to be disposed of be reported
at the lower of carrying amount or fair
value less cost to sell, except for assets
that are covered by APB Opinion no. 30,
Reporting the Results of Operations—
Reporting the
Effects of Disposal of a
Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events
and Transactions;
3) A rate-regulated enterprise recognize an
impairment for the amount of costs exclud

ed when a regulator excludes all or part of
a cost from the enterprise’s rate base.
□ Applies to:
1) Long-lived assets, certain identifiable intangi
bles, and goodwill related to those assets to be
held and used and to long-lived assets and
certain identifiable intangibles to be disposed
of;
2)
All entities.
□ Effective for financial statements for fiscal years
beginning after December 15, 1995. Earlier
application is encouraged.

GASB Statement of the Governmental
Accounting Standards Board

No. 28 (May 1995), Accounting and Financial
Reporting for Securities Lending Transactions
□ Establishes standards of accounting and finan
cial reporting for securities lending transactions
in which governmental entities (lenders) transfer
their securities to broker-dealers and other enti
ties (borrowers) for collateral and simultaneous
ly agree to return the collateral for the same
securities in the future.
□ Requires disclosure of:
1) The source of legal or contractual autho
rization for the use of securities lending
transactions, any significant violations of
those provisions during the period, whether
the maturities of the investments made with
cash collateral generally match the maturi
ties of the securities loans, and summary
information about the credit risk associated
with the transactions at the balance sheet
date;
2) General information about the transactions,
such as the types of securities lent, the types
of collateral received, whether the govern
ment has the ability to pledge or sell collat
eral securities without a borrower default,
the amount by which the value of the collat
eral provided is required to exceed the value
of the underlying securities, any restrictions
on the amount of the loans that can be
made, and any loss indemnification provid
ed to the entity by its securities lending
agents;
3) The carrying amount and market or fair val
ues of underlying securities at the balance
sheet date.
□ Provides guidance for classifying securities lending
collateral and the underlying securities in the cate
gories of custodial credit risk required by GASB
Practicing CPA, August 1995
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Statement No. 3, Deposits with Financial
Institutions, Investments (including Repurchase
Agreements), and Reverse Repurchase Agreements.
□ Applies to all state and local governmental enti
ties that have had securities lending transactions
during the period.
□ Effective for financial statements for periods
beginning after December 15, 1995. Earlier
application is encouraged.

Statement on Auditing Standards

No. 74 (February 1995), Compliance Auditing
Considerations in Audits of Governmental Entities
and Recipients of Governmental Financial
Assistance
□ Supersedes SAS no. 68, Compliance Auditing
Applicable to Governmental Entities and Other
Recipients
of
Governmental
Financial
Assistance.
□ Applies when the auditor is engaged to audit a
governmental entity under generally accepted
auditing standards, and engaged to test and
report on compliance with laws and regulations
under Government Auditing Standards or in cer
tain other circumstances involving governmental
financial assistance.
□ Provides general guidance to the auditor to:
1) Apply the provisions of SAS no. 54, Illegal Acts
by Clients, relative to detecting misstatements
resulting from illegal acts related to laws and
regulations that have a direct and material
effect on the determination of financial state
ment amounts in audits of the financial state
ments of governmental entities and other
recipients of governmental financial assis
tance;
2) Perform a financial audit in accordance with
Government Auditing Standards, issued by
the Comptroller General of the United
States;
3) Perform a single or organization-wide audit
or a program-specific audit in accordance
with federal audit requirements;
4) Communicate with management if the audi
tor becomes aware that the entity is subject
to an audit requirement that may not be
encompassed in the terms of his or her
engagement.
□ Effective for audits of financial statements
and of compliance with laws and regulations
for fiscal periods ending after December 31,
1994. Earlier application is encouraged.
Practicing CPA, August 1995

Statements of Position

No. 95-2 (May 1995), Financial Reporting by
Nonpublic Investment Partnerships
□ Applies to financial statements of investment
partnerships that are exempt from SEC registra
tion under the Investment Company Act of 1940
(with certain exceptions) prepared in accordance
with generally accepted accounting principles.
□ Provides guidance on financial statement presen
tation and disclosure of investments, income,
and partners’ capital.
□ Requires:
1) That financial statements include a con
densed schedule of investments in securities;
2) Presenting a statement of operations in con
formity with the requirements for statements
of operations of management investment
companies in the Audit and Accounting
Guide Audits of Investment Companies;
3) Presenting in the financial statements man
agement fees and disclosing how they are
computed.
□ Effective for financial statements issued for fiscal
years beginning after December 15, 1994. Earlier
application is encouraged.
No. 95-1 (January 1995), Accounting for Certain
Insurance Activities of Mutual Life Insurance
Enterprises
□ Provides accounting guidance for certain partic
ipating insurance contracts of mutual life insur
ance enterprises.
□ Applies to:
1) All mutual life insurance enterprises, assess
ment enterprises, and fraternal benefit soci
eties;
2) Stock life insurance subsidiaries of mutual
life insurance enterprises.
□ Applies to life insurance contracts that have both
of the following characteristics:
1) They are long-duration participating con
tracts that are expected to pay dividends to
policyholders based on actual experience of
the insurance enterprise;
2) Annual policyholder dividends are paid in a
manner that identifies divisible surplus and
distributes that surplus in approximately
the same proportion as the contracts are
considered to have contributed to divisible
surplus.
□ Effective for financial statements issued for fiscal
years beginning after December 15, 1995. Earlier
application is encouraged.
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Your Voice in Washington
AICPA chair testifies before Congress in favor
of Institute’s workload compression bill
Robert L. Israeloff, chair of the AICPA board of
directors, testified before Congress on July 11 in
favor of the Institute’s proposal to relieve the work
load compression problems plaguing CPAs.
The hearing before the House Ways and Means
Committee was the all-important first legislative
step for the AICPA’s noncontroversial, revenue neu
tral bill. The measure, H.R. 1661, was introduced in
May (see the June Practicing CPA) by Rep. E. Clay
Shaw (R-Fla.), who is a CPA and a member of the
Ways and Means Committee.
Mr. Israeloff explained to the committee that the
Tax Reform Act of 1986’s requirement that all part
nerships and S corporations using fiscal years adopt
a calendar yearend for tax purposes has resulted in
an intensely compressed workload for CPAs.
Businesses are hard hit, too, Mr. Israeloff told the
Committee. The loss of the election for some small
businesses has proved to be a major disruption to
their operations because the calendar year can fall
in the middle of their busiest seasons. Mr. Israeloff
explained that businesses have to close their books
on December 31, and their independent accoun
tants have to undertake yearend audits and credit
compliance reviews for shareholders and creditors
in the same few months as required for the prepa
ration of tax returns.
The proposed legislation would require partner
ships and S corporations electing a fiscal year to pay
quarterly estimated taxes to the IRS on behalf of
their owners. The owners will take credit for the
estimated tax paid on the next 1040 form filed. The
bill contains a de minimis rule for the smallest com
panies. Those businesses with a tax liability of less
than $5,000 will not be required to make estimated
payments.
AICPA key persons are pushing hard to build
support for H.R. 1661 in order to further its
chances of being included as part of the House
budget and tax (reconciliation) package that will
be enacted this fall. Key persons for members of
the U.S. House of Representatives are urging
them to cosponsor H.R. 1661. Key persons for
U.S. senators are asking them to talk to their col
leagues on the Senate Finance Committee about
the need for H.R. 1661. The more cosponsors
there are on H.R. 1661, the stronger the signal of
support to House leaders and to the Senate.
Talking to senators now about the need for work
load compression relief will make them more
receptive to its inclusion in the budget bill this
fall. □

Conference Calendar
CPA’s Role in Litigation
August 3-4—Sheraton Boston Hotel &
Towers, Boston, MA
Recommended CPE credit: up to 17 hours

National Governmental Accounting &
Auditing Update Conference
August 28-29—Grand Hyatt, Washington, DC
September 28-29—Hyatt Regency Tech
World, Denver, CO
Recommended CPE credit: 16 hours
Savings Institutions Conference
September 6-8—JW Marriott, Washington,
DC
Recommended CPE credit: 21 hours

National Practice Management Conference
*
October 8-11—Dallas Omni Mandalay,
Dallas, TX
Recommended CPE credit: up to 21 hours
National Auto Dealership Conference
October 19-20—Fairmont Hotel, Chicago, IL
Recommended CPE credit: up to 20 hours
National Conference on Federal Taxes
October 19-20—Grand Hyatt Washington,
Washington, DC
Recommended CPE credit: 14 hours
National Governmental Training Program
October 30-November 1—Bally’s Casino
Resort, Las Vegas, NV
Recommended CPE credit: 24 hours
National Small Firm Conference
*
November 1-3—Wyndham Paradise Valley
Resort, Scottsdale, AZ
Recommended CPE credit: up to 24 hours

Credit Unions Conference
November 13-15—Registry Resort, Naples, FL
Recommended CPE credit: up to 20 hours
Annual Conference on the Securities Industry
November 14-15—New York Vista Hotel,
New York, NY
Recommended CPE credit: 14 hours

National Conference on Banking
November 16-17—Grand Hyatt, Washington,
DC
Recommended CPE credit: 17 hours
To register or for more information, call the
AICPA CPE division, (800) 862-4272.

*For more information, call the AICPA meetings
and travel department, (201) 938-3232.

Practicing CPA, August 1995
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Forms of Practice
Today, the practice of public accounting is con
ducted under other forms of organization
besides sole practitioner and partnerships. These
include limited liability companies (LLCs), limit
ed liability partnerships (LLPs), and professional
corporations. There are numerous advantages
and disadvantages to each form of practice, and
those pertaining to LLCs, LLPs, and professional
corporations are covered extensively in the 1995
supplement to the AICPA Management of an
Accounting Practice Handbook.
One of the advantages of an LLC, for example, is
that it provides protection from the debts and oblig
ations of the entity for its members, except as may
otherwise be provided by applicable law. Practicing
professionals cannot generally avoid liability for
their own errors, but can avoid liability for the
errors of their colleagues. Also, LLCs provide a far
greater degree of flexibility, in terms of permitting
disproportionate allocations of profits and losses
than C or S corporations, and may have an unlimit
ed number and type of entities or persons as mem
bers.
Most states now have LLC statutes. Even in
states where there is an LLC statute, however, it
may not contain an explicit provision permitting
professionals to organize in LLC form or specify
whether an LLC may have only one member.
Thus, sole practitioners may not be able to orga
nize in LLC form.
One of the advantages of LLPs is their shielding of
innocent partners from joint and several liability for
the malpractice of their partners and other repre
sentatives of the partnership. For many profession
als, this type of liability shield is sufficient.
For an existing partnership, the conversion to an
LLP is simple and may only involve the filing of a
registration form and, if required, the publication of
notice of registration. LLPs also offer the benefit of
a large body of established case law concerning
partnership governance.
The disadvantages are that a majority of states
still do not have LLP statutes, and liability protec
tion varies among those states that do. In addition,
it is unclear to what extent the limited liability of an
LLP will be respected in states that do not have LLP
statutes.
Professional corporations offer numerous organi
zational, legal, and tax advantages. In the corporate
form of organization, the board of directors is
charged with developing policy and prescribing the
management authority and responsibility that is to
be delegated to the chief executive officer. This pro
vides the clear separation of equity interests from
Practicing CPA, August 1995

operational authority, which is frequently absent in
accounting partnerships. And generally, accounting
practitioners are more familiar with the corporate
form in planning various transfers of ownership
and operational matters, because clients tend to use
the corporate rather than the partnership form of
organization.
In addition, operating in corporate form can elim
inate some of the paperwork involved in transfers of
interest. In a partnership, each time there is a
change in membership the partners must ordinarily
execute new partnership agreements or amend
ments and reorganize the partnership. This is par
ticularly true for smaller practice units. Continuity
of the life of a practice is more readily achieved
through the corporate form. Also, stock buy-sell
agreements can be more definitive than provisions
of a partnership agreement relating to ownership
interests.
The use of a professional corporation eliminates
the complicated partnership transfer laws of the
Internal Revenue Code, Treasury Regulations,
other interpretations, and court cases. The tax
treatment of transfers for corporations is more
definitive and predictable than it is for partner
ships.
Possible significant disadvantages of the corpo
rate form for professional organization include vari
ations in state statutes that make it virtually impos
sible to incorporate a practice that has offices in
several states. In addition, if improperly handled,
the accounts receivable of the predecessor organi
zation may become immediately taxable, or, furthe
more, taxed twice. Prevention of either event is not
difficult but must be planned carefully.
The exhibit on the next page compares the char
acteristics of LLCs, LLPs, and professional corpora
tions with those of the traditional forms of practice.
When choosing among various forms of practice,
keep in mind that local and state laws vary signifi
cantly. Therefore, consult with a qualified attorney
when making your decision. □

—by Mark F. Murray, J.D., AICPA, New York
Editor’s note: The above comments and following
exhibit are excerpted from one of the new features
in the 1995 supplement to the AICPA Management
of an Accounting Practice Handbook. Other new
sections deal with using a marketing consultant, a
professional salesperson, and telemarketing;
choosing a funded or unfunded retirement plan;
using electronic mail and voice mail; and combat
ing on-the-job stress. For more information about
the Handbook, call Mr. Murray at the Institute,
(212) 596-6137.

No restriction, but need at
least 2 for partnership tax
treatment

No restrictions

Permitted Number

Permitted Types

Permitted

Managed by general partners

Generally limited by state law and
partnership agreement

Usually a partnership agreement
and annual registration

May be perpetual

Permitted if partnership tax
treatment applies

Entity can be managed by
either managers or members

Usually limited by articles or
regulations; may be limited
by state law

Articles of Organization;
regulations; minutes

Federal and state securities
law; state LLC laws

Duration of Entity

Special Allocation
of Tax Items

Centralized Management

Transferability
of Interests

Necessary Documentation

Regulation of Issue and
Sale of Interests

Interests in LLPs are probably not
securities; interests in limited
liability limited partnerships
probably are securities

Limited

Multiple classes are
permitted

Multiple classes are permitted

No restrictions

Permitted Classes of
Ownership Interests

of Owners

Unlimited

Partnership taxation

Single level of taxation, if
properly structured

Federal Income Tax
Treatment

of Owners

Partners are not liable for acts,
errors, omissions, malpractice,
malfeasance or negligence of
others unless they supervised or
were involved. In most LLP states,
partners are liable for contractual
obligations

Limited, except for an
individual’s own
professional errors

Personal Liability
of Owners

Limited Liability
Partnership

Federal and state securities
law; state corporation laws

Articles of incorporation;
bylaws; minutes

Usually limited by shareholder
agreement; must comply with
subchapter S tax requirements

Managed by board of
directors and officers

Not permitted

May be perpetual

Can have only one class of
stock

Limited to individuals,
estates, and certain trusts

Limited to 35

Single level of taxation

Limited, except for an
individual’s own professional
errors

Subchapter S
Professional
Corporation

State partnership laws

Usually a partnership
agreement

Generally limited by
state law and
partnership agreement

Managed by general
partners

Permitted if partnership
tax treatment applies

Limited

Multiple classes are
permitted

No restrictions

Unlimited

Single level
of taxation

Unlimited

General
Partnership

Individual

One

of taxation

Single level

Unlimited

Sole
Proprietorship

Limited

Minimal

V/N

Limited Liability
Company

V/N

V/N

V/N

Characteristic

V/N

Comparison of Types of Practice
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—by Troy A. Waugh, CPA, P.O. Box 1208,
Brentwood, Tennessee 37024-1208, tel. (615) 3739880, FAX (615) 373-9885

At their recent liaison meeting, representatives of the
PCPS technical issues committee (TIC) and the
Auditing Standards Board (ASB) discussed the ASB’s
proposal to amend SAS no. 58, Reports on Audited
Financial Statements, to eliminate the requirement that
the auditor add an uncertainties explanatory para
graph to the report when certain criteria are met.
Historically, the ASB has not endorsed the require
ment that the auditor add an uncertainties explanato
ry paragraph to the auditor’s report if a matter involv
ing an uncertainty is presented and disclosed in the
financial statements in accordance with GAAP.
The exposure draft of the proposed SAS, titled
Amendment to SAS no. 58, Reports on Audited Financial
Statements, was issued in July with a comment dead
line of October 20, 1995. The proposed revision of SAS
no. 58 would not affect SAS no. 59, The Auditor’s
Consideration of an Entity’s Ability to Continue as a
Going Concern, nor would it preclude the auditor from
adding a paragraph to the auditor’s report to empha
size a matter disclosed in the financial statements.
In order to obtain a copy of the exposure draft,
product no. 800090, write: AICPA Order Department,
CL395, P.O. Box 2209, Jersey City, New Jersey 073032209, or FAX: (800) 362-5066. □

Private Companies Practice Section

Following are a few more coaching tips:
□ Have staff members report their marketing activ
ities every week so you can offer guidance.
□ Take each staff member on a sales call, at least
once a month.
□ Always give staff some responsibility during
each marketing call.
□ Perform a “post-mortem” on each sales call as
soon as possible after its completion.
□ Ask the staff member to analyze and discuss
your combined sales performance, then con
tribute your own insights.
□ Teach staff to think about marketing all the time.
Two final suggestions for improving overall
marketing skills are to keep coaching people as
they move into management positions—the
stakes are even higher then—and to ask staff to
give you feedback on your own selling methods.
Not only will this help you become more effective
at future presentations, it will teach them how to
coach others in the process. □

TIC and ASB Discuss SAS no. 58
Amendment

AICPA

(continued from page 2)
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Coaching to Improve Marketing Skills
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